Wt= mtlt ..1,
Yt -Yt = 1T2(mt -mtjt. 1),
Mt wit + Ft,
Wit = P2rNt-I + It, 0 < P2 < 1,
I thank Andy Abel for comments on an earlier draft. Mark Gertler provided many useful comments and suggestions that significantly improved this note. where (defined as logarithms of deviations from trend) yt is real output, y* is the market-clearing value of yt, w, is the nominal wage, mt is the money supply, Wt is the "permanent" component of mi, Tr2 is a positive constant, {Ft} and {Tat} are independent white-noise sequences, and Xtklt-ij = Et1j(xt-k) for any variable x. My equations (1) and (2) describe the reduced forms for wt and yt, given a structural setup where nominal wages are fixed at the beginning of the period, before the realization of the shocks F and A. My equations (3) and (4) describe the evolution of the money supply. Agents observe mt, but not its components, the "permanent" component, it, and the "transitory" component, Ft. The forecast mtlt_ 1 and forecast error mt -mti I can be expressed as 
where wt is white noise. The one-step-ahead forecast and forecast errors are therefore 
22-
The intuition behind this result is reasonably straightforward. Suppose, for example, that X2 is very small so that most of the shock to money is permanent. An increase in the variance of the transitory shock has two effects. First, it adds a direct unforecastable component to the money supply. Second, it decreases the information in the money supply concerning permanent movements. This leads to less precise estimates of the permanent component and less accurate forecasts of future values of the money supply.
The main purpose of Gertler's model was to explain the observed dynamics of nominal wages. His discussion of serial correlation in output was a side issue. The analysis of wage dynamics that culminated in his equation (17) is correct. The algebraic error merely produces slightly different lag weights in this equation. In many models, however, a primary concern is to include rigidities or information structures that lead to serial correlation in output. The main purpose of this note has been to point out that the information structure used by Gertler is not sufficient for this purpose.
